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1975 


1974 

Increase 

' financial 

Net Sales . 

. . . $1,213,620,000 

$1,009,818,000 

20% 

Highlights 

Net Earnings. 

. . . $ 

103,026,000 

$ 

72,031,000 

43% 

Per Common Share. 

... $ 

1.40 

$ 

.98 



Dividends. 

... $ 

53,455,000 

$ 

43,494,000 

23% 


Per Common Share. 

. . . $ 

.72Vz 

$ 

.59 



Additions to Properties . .. 

... $ 

68,456,000 

$ 

58,528,000 

17% 













TO OUR SHAREHOLDERS: 

The year 1975 was a particularly 
satisfying year of progress for Kellogg 
Company. The overall economic 
climate was uncertain, with persistent 
inflation, recession and resulting 
consumer concerns evident in both 
domestic and international markets. 
Despite these economic uncertainties, 
the efforts of Kellogg men and women 
resulted in significant achievements. 
By most measures, 1975 was a strong 
year of progress for our Company. 

Consolidated results reflect sales 
and earnings gains made by a number 
of the Company's units. Consolidated 
net sales reached $1,213,620,000, an 
increase of $203,802,000 over 1974, 
or 20%. This was the largest single 
year gain in dollar sales ever recorded 
for the Company. 

Net earnings surpassed the one 
hundred million dollar mark for 
the first time and amounted to 
$103,026,000, a 43% gain over 1974. 
Earnings per common share amounted 
to $1.40, an increase of 42 cents over 
last year. 

Dividends paid to holders of 
common stock amounted to 72V2 cents 
a share. This represents an increase of 
13V2 cents per share over 1974, mark¬ 
ing the nineteenth consecutive year 
that dividends have been increased. 

As we reflect upon the progress 
achieved during 1975, a number of 
factors are worthy of comment. 
Perhaps the most significant favorable 
change occurred in purchased agricul¬ 
tural commodities. While prices of 
agricultural raw materials remain 
high by historical comparisons, they 
nevertheless have eased from the 
extreme highs witnessed in late 1974. 
A number of other elements of cost 
continued to increase, notably energy, 
wages and benefit programs. On 
balance, however, the cost picture 
showed greater stability during 1975 
than experienced in earlier periods. 

The demand for Kellogg products 
has been excellent. We continue to 
observe changes in our product mix 
as consumer purchases reflect pref¬ 
erence for more basic products in 
response to inflationary pressures. 
Ready-to-eat cereals, in particular, 
have benefited from these shifts in 
consumer spending — a recognition of 
the relatively low-cost nutritive value 
these products offer. 


Demand growth has resulted in 
intense production scheduling at 
a number of our plant locations. 
Increased volume, combined with 
moderating costs, contributed impor¬ 
tantly to the Company's ability to 
lower prices on a number of products 
while effecting a general improvement 
in profit margins which had shown 
adverse trends for the past two years. 

A number of important decisions 
were reached during 1975. On 
October 1, the Company completed 
a $75,000,000 public debt offering 
which is described in more detail in 
other sections of this report. Your 
management deemed the decision to 
issue public debt vitally important 
to ensure, in advance, that sufficient 
funds would be available to sustain 
plant expansion programs and protect 
the Company's working capital 
position during this uncertain 
inflationary period. We presently 
believe the need for this additional 
capital to be temporary and view 
borrowing as the best alternative for 
meeting the Company's needs and 
preserving the longer range interest 
of our shareholders. 

During 1975, capital expenditures 
amounted to $68,456,000, a gain of 
17% over 1974 which was the previous 
record high. Capital commitments 
were expanded during the course of 
the year to meet growing needs for 
additional capacity, new product 
opportunities, and modernization. 

The projects undertaken are diverse 
in nature and spread across numerous 
geographic locations. 

A further increase in capital spending 
is planned for the coming year. 
Expenditures in 1976 could exceed 
$100,000,000 but the final amount 
will depend upon the speed at which 
construction projects can be completed. 
We are moving ahead as rapidly as 
resources will permit. 

While many of the measures of 
performance of our Company become 
a matter of record in this Annual 
Report, we are also aware of areas of 
growth which are not easily quantified 
but equally deserving of comment. 

The energy and resourcefulness of 
Kellogg people must be credited for 
our 1975 results, and give us great 
confidence as we look to the future. 
The need to meet current demand has 
commanded urgent management 
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attention, but has not overshadowed 
the equally important need to contin¬ 
ually look ahead and prepare our 
Company for the years to come. 

Kellogg Company has now completed 
thirty-one consecutive years of 
sales growth and twenty-four 
consecutive years of earnings gains. 

As we look to the future, we seek to 
maintain a balanced growth perspec¬ 
tive. The certainty of intense 
competition and the uncertainty of 
economic conditions make it vitally 
important to continually minimize 
costs and improve product quality. 
These measures must be balanced with 
aggressive growth programs to assure 
the development of new procedures 
and products to meet the ever- 
changing demands of the marketplace. 
We are confident these challenges 
can be met and our Company's 
progress will continue. 

Finally, on behalf of the Board of 
Directors and management, we extend 
sincere appreciation for the confidence 
and support of our shareholders. With 
your continued trust, we believe the 
coming year will be another period of 
rewarding progress. 

Sincerely, 



Chairman of the Board 


Jf' f 

President 


Battle Creek, Michigan 
February 12, 1976 
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1975 OPERATIONS 


Marketing 

The sales volume of Kellogg consumer 
food products set new records during 
1975. Difficulty in meeting demand 
was encountered in a number of 
product lines in both domestic and 
overseas markets. In a number of 
instances, marketing efforts had to be 
paced and adapted to match the 
Company's supply capability, as well 
as shifts in consumer buying habits 
which occurred during the course of 
the year. 

Ready-to-eat cereals continued to 
show volume gains in the U.S. as well 
as in most international markets the 
Company serves. The low cost 
nutritive value these products offer 
appears to be a major reason for their 
success. Progress, however, has not 
been limited to ready-to-eat cereals. 
There were numerous instances of 
sales gains, competitive position 
improvements, and successful new 
product entries recorded among the 
Company's diversified food product 
lines which include frozen waffles 
and French toast, toaster pastries, tea, 
fudge mixes, dinner entrees and 
products sold to restaurant and 
institutional food accounts. 

A total of 51 new product intro¬ 
ductions were added to Kellogg 
product lines during 1975. This 
number includes existing products 
introduced in new markets as well as 
items which are new to the Company. 
Notable among the latter are 
FROSTED RICE, a sweetened puffed 
rice cereal, introduced nationally, and 
CORNY-SNAPS, a sweetened puffed 
corn and oat cereal, introduced in 
selected areas of the U.S. market. 
EGGO frozen French toast was 
expanded into national distribution 
during 1975 and EGGO frozen 
strawberry waffles were introduced 
in test markets. New LeGout products 
designed for restaurant and institutional 
accounts included a number of gravy, 
sauce and entree items. 

Outside of the United States, new 
product introductions included frozen 
pizza and MINI-WHEATS, a shredded 
2 
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wheat cereal, which were introduced 
in Canada. TWO SHAKES, a 
fortified milk shake mix, and READY 
TO FRY RICE were launched in test 
areas in Great Britain. In Venezuela, 
Kellogg infant cereals are being intro¬ 
duced under the brand name 
NUTRARINA. New snack products 
were added in Argentina and Mexico. 
Fudge mixes were launched in test 
markets in the United Kingdom and 
were introduced into the South 
African market. New varieties of natural 
cereals were launched in Australia, 
Scandinavia, and Europe. A number of 
these new products are pictured else¬ 
where in this report. 

Advertising, promotion, and 
education efforts of the Company 
continued to emphasize nutrition in 
a number of ways. A novel teaching 
plan for Washington, D.C., elementary 
school children was developed by 
expanding the successful "Stick Up 
For Breakfast" program held earlier 
in Framingham, Massachusetts. It 
involved 72,000 kindergarten through 
sixth graders in a unique one-week 
course focusing attention on nutrition 
and balanced diet. The response was 
enthusiastic. 

Among indications of the effective¬ 
ness of these communications efforts 
are the highly-regarded awards 
presented to the Company during the 
year: The Public Relations Society's 
Silver Anvil Trophy for outstanding 
public relations programs awarded for 
the "Stick Up For Breakfast Day" 
at Framingham; the Family Circle 
Gold Leaf Certificate of Merit for 
excellence in Nutrition Education 
materials; the American Academy of 
Pediatrics Distinguished Public 


Information Service Award for "An 
Ounce of Prevention" (a television 
series made possible by Kellogg 
grants); Esquire's Corporate Respon¬ 
sibility Advertising Award for six 
"Good Breakfast" television commercials 
and one print ad; and Family Health 
Magazine's Nutritional Advertising 
Awards for a print advertisement 
explaining the importance of fiber 
in the human diet, a radio commercial 
for black radio, and the 30-second 
version of "No Breakfast Droop " 

(a television commercial promoting 
good breakfast habits). 

During 1975, decisions were made 
to discontinue operations of two 
Company units. A phase-out of 
starch-making operations in Osterholz- 
Scharmbeck, Germany, was deemed 
necessary due to the need for new 
capital investment in the plant and 
the unattractive prospect for returns. 
The German management foresees 
good potential in its growing consumer 
food product lines, and investment 
and management attention can be 
more profitably allocated to these 
attractive growth areas of the business. 
For similar reasons, the Company 
terminated its venture in fast foods 
restaurants in Australia. Sixteen units 
had been opened since we entered this 
business in 1970. The experience 
during the latter months of operation 
indicated continued investment could 
not be justified. Although not 
significant to the consolidated opera¬ 
tions of the Company, these decisions 
nevertheless demonstrate management's 
vigorous efforts to evaluate the 
long-term profit potential of all 
operations. 
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Manufacturing 

Intense scheduling of production 
facilities enabled the Company to 
achieve record levels of output in 
1975. Engineering and construction 
activity has been advanced in an 
all-out effort to add new capacity. 
Major projects under way during 
1975 included: 

• The completion of a new cereal 
processing line at the Memphis, 
Tennessee, plant. 

• Construction of a development 
center adjacent to the headquarters 
building in Battle Creek. 

• A major addition to the cereal plant 
located in Omaha, Nebraska. 

• Continuation of construction of a 
new plant in Lancaster, Pennsylvania. 

• Completion of two corn mills, at 
Queretaro, Mexico, and Guatemala 
City, Guatemala. 

• Major expansion of the Bremen, 
Germany, plant. 

• Substantial addition to the cereal 
plant at Takasaki, Japan. 

• Completion of a new distribution 
warehouse at Manchester, England. 

• Engineering and site preparation for 
a second cereal processing plant in 
Great Britain to be located at 
Wrexham, Wales. 

• Completion of a new rice processing 
unit at London, Ontario. 

Material shortage conditions which 
hampered manufacturing operations 
in 1974 showed marked improvement 
in recent months. Energy sources, 
particularly the availability of natural 
gas, remain a matter of concern but 
the Company has been able to satisfy 
its most vital needs. Conversion to 
alternate energy sources has added 
substantially to costs, both in terms 
of capital expenditures and higher 
prices of available substitute fuels. 
Energy conservation programs have 
been successful. Company estimates 
indicate energy usage per unit of 
output has declined more than 10% in 
its United States plants during the 
past three years. 

Overtime scheduling in numerous 
Kellogg plants existed through much 
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of the year. Extended work schedules 
were met with good cooperation from 
employees and both the quantity and 
quality of production met expectations. 

The Company has encountered no 
difficulty in meeting environmental 
standards at its various plant locations. 

Organization and 
Management Changes 

During the year, a number of officer 
changes were announced. Elevated to 
more senior positions were the follow¬ 
ing: Elected Executive Vice Presidents 
were Mr. Norman Bristol, General 
Counsel and Secretary, and Mr. W. T. 
Redmond, Administration. Also 
elected Senior Vice President-Pur¬ 
chasing, was Mr. V. E. Kronemeyer. 

Newly designated as corporate 
officers were: Dr. C. H. Bridges, Vice 
President-Packaging Development; 

Mr. F. C. Buhler, Vice President- 
Corporate Development; Dr. G. E. 
Costley, Vice President-Public Affairs; 
Mr. R. C. Fox, Vice President-Domestic 


Sales Manager; Mr. C. J. McNaughton, 
Vice President-Employee Relations; 

Mr. L. R. Somers, Vice President- 
Finance; and Mr. J. L. Nequist, 
Corporate Controller. 

Mr. R. L. Nichols, formerly President 
of Fearn International Inc., was named 
Vice President-Advertising, succeeding 
Mr. H. M. List who retired following 
36 years of loyal service in directing 
the advertising efforts of the Company. 
Mr. D. E. Thompson succeeds Mr. 
Nichols as President of Fearn. Mr. 

R. A. McNicol, Kellogg Sales Com¬ 
pany Executive Vice President-Food 
Service Marketing, retired following 
43 years of devoted service and was 
succeeded by Mr. R. W. Taylor. 

A number of changes in the Kellogg 
International organization have been 
prompted by the forthcoming retire¬ 
ment of Mr. J. A. Adams, Vice 
President, Director of Operations- 
United Kingdom and Ireland, who has 
faithfully served the Company in a 
number of capacities over the past 
38 years. He will be succeeded by Mr. 

G. D. Robinson, formerly Chairman 
and President of Kellogg Salada 
Canada Ltd. Mr. A. G. Langbo has 
succeeded Mr. Robinson as President 
of the Canadian Company. 

Retiring from the Board of Directors 
during 1975 was Mr. E. M. Leaver. 

Also leaving the Board was Mr. E. J. 
Swan, who resigned on April 21,1975. 
Mrs. Dolores Wharton, author and 
lecturer, was elected to the Board on 
February 16,1976. 



3 

















FINANCIAL REVIEW 


Sales and Earnings 

Consolidated net sales totaled 
$1,213,620,000 for 1975, a gain of 
20% over 1974. This is a record level 
of sales for the Company. Sales gains 
were well distributed across the 
various product lines and units of the 
Company. Operations outside North 
America recorded $287,327,000 in 
sales revenue during 1975, an increase 
of 14%. 

Consolidated net earnings reached a 
record level of $103,026,000, a 43% 
increase over 1974. Earnings from 
operations outside North America 
showed a 60% gain. 

Earnings per common share in 1975 
amounted to $1.40 compared to $ .98 
in 1974. There was an average of 
73,611,953 shares outstanding during 
1975 compared to 73,508,962 in 1974. 

Dividends 

A total of $53,455,000 in dividends 
was paid to holders of common and 
preferred shares during 1975. This 
represents a 23% increase over the 
amount paid in 1974 and is equal to 
52% of Company profits for the year. 
The accompanying table shows the 
quarterly common stock dividends 
paid for the years 1975 and 1974. 


Dividends Paid Per 

Common 

Share 


1975 

1974 

First Quarter 

$.15 

$.14 

Second Quarter 

.175 

.15 

Third Quarter 

.175 

.15 

Fourth Quarter 

.225 

.15 


Capital Expenditures 

Capital expenditures during 1975 
totaled $68,456,000, an increase of 
17% over 1974. This is the highest 
level of annual capital investment 
recorded by the Company and a 
further substantial increase is expected 
to occur in 1976. The increased level 
of investment in fixed assets is 
principally due to the need for added 
capacity and rising costs of new 
construction and equipment. Additional 
capital costs are also being incurred 
to modernize existing plant facilities. 
Notable among these costs are 
expenditures related to equipping 
plants to use alternate energy sources. 

Financing 

The cash position of the Company 
was strengthened during 1975 by a 
$75,000,000 public debt offering 
(details are described in other sections 
of this report). In addition, there was 
an improvement in cash due principally 


to a reduction in inventory values 
reflecting generally lower raw com¬ 
modity prices and a reduction in 
inventory levels. The temporary 
surplus of funds is being invested 
in a variety of short-term securities. 
Projected needs for capital expenditures, 
and the uncertainty of future inflation 
effects on working capital needs, were 
major factors which prompted 
management to seek additional cash 
resources in 1975. 

Taxes 

The adjoining table summarizes 
the Company's provisions for United 
States federal, foreign, and state and 
local income taxes for the past five 
years. The 1975 amount is equal to 
49% of pretax earnings for the year. 
Together with other taxes not based 
on income, the total tax provision 
exceeded $120,000,000 which is 16% 
greater than the Company's net 
income for the year. 

Common Stock Prices 

At year end 1975, there were 73,632,259 
shares of Kellogg Common Stock 
outstanding. These shares are traded 
on the New York Stock Exchange and 
a two-year quarterly summary of price 
ranges is set forth in the adjoining 
table, as reported to the Company by 
the New York Stock Exchange. 


NET SALES 


Millions of Dollars 


NET EARNINGS 


Millions of Dollars 



120 


80 


40 
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Income Taxes 


Dollars in Thousands 

1975 

1974 

1973 

1972 

1971 

United States Federal 






Current 

$ 73,700 

$45,900 

$45,900 

$36,100 

$39,500 

Net deferred 

1,300 

2,200 

(500) 

800 

(340) 

Foreign 






Current 

10,900 

9,600 

9,700 

12,300 

13,100 

Net deferred 

6,800 

4,300 

2,500 

2,000 

1,240 

State and Local 






Current 

7,100 

5,000 

5,500 

6,200 

3,200 

Net deferred 

100 

100 


- 

- 

Total 

$ 99,900 

$67,100 

$63,100 

$57,400 

$56,700 


Common Stock 

Prices 1975 1974 



High 

Low 

High 

Low 

First Quarter 

17-1/2 

14 

18-1/4 

15-1/8 

Second Quarter 

20-3/4 

15-3/4 

17-5/8 

14-1/4 

Third Quarter 

20-3/4 

17-1/2 

14-7/8 

10-1/4 

Fourth Quarter 

23-3/8 

18 

15-1/4 

11-1/2 


NET EARNINGS & Dollars 

DIVIDENDS PAID - PER COMMON SHARE 



YEAR 70 71 72 73 74 75 


CAPITAL ADDITIONS Millions of Dollars 
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Ten Year Tinancial Review 


NET SALES 

% Increase over previous year 
COST OF GOODS SOLD 
INTEREST EXPENSE 
EARNINGS BEFORE INCOME TAXES 
INCOME TAXES 
NET EARNINGS 

% Increase over previous year 
CASH DIVIDENDS: 

On 3Vz% Preferred Stock 
On Common Stock 

INCREASE IN RETAINED EARNINGS 
DEPRECIATION 

NET EARNINGS per Share on Common Stock* 
CASH DIVIDENDS per Share on Common Stock* 
CURRENT ASSETS 
CURRENT LIABILITIES 
WORKING CAPITAL 

PROPERTY, PLANT AND EQUIPMENT (net) 
TOTAL ASSETS 
ADDITIONS TO PROPERTIES 
COMMON SHAREHOLDERS' EQUITY 
NUMBER OF COMMON SHAREHOLDERS 
WEIGHTED AVERAGE COMMON SHARES 
OUTSTANDING (000 omitted) 



17,756 


17,714 


73,612 


73,509 


* Rounded to nearest cent and adjusted to give effect to 
100% stock distributions in April 1973 and August 1970. 


1973 


$828,408 

18% 

539,587 

3,388 

128,147 

63,100 

65,047 

7% 


84 

39,425 

7,297 

16,228 

.89 

.54 

237,551 

120,244 

117,307 

208,479 

467,007 

35,312 

317,046 

17,389 

73,003 















Dollars in Thousands (Except per share figures) 


1972 

1971 

1970 

1969 

1968 

1967 

1966 

$699,221 

$677,051 

$614,412 

$566,339 

$486,807 

$461,689 

$442,560 

3% 

10% 

8% 

16% 

5% 

4% 

13% 

436,482 

419,963 

374,817 

342,521 

290,102 

277,707 

271,044 

1,499 

1,459 

2,188 

1,490 

974 

1,099 

1,035 

117,913 

111,752 

101,490 

95,770 

92,635 

81,271 

75,084 

57,400 

56,700 

51,900 

50,600 

49,600 

39,800 

36,000 

60,513 

55,052 

49,590 

45,170 

43,035 

41,471 

39,084 

10% 

11% 

10% 

5% 

4% 

6% 

9% 

86 

86 

89 

92 

94 

98 

100 

37,862 

36,340 

32,526 

29,058 

27,236 

23,588 

21,784 

22,566 

18,626 

7,903 

16,020 

15,705 

17,785 

17,200 

14,191 

15,236 

13,600 

12,904 

11,579 

11,027 

11,114 

.83 

.76 

.68 

.62 

.59 

.57 

.54 

.52 

.50 

.45 

.40 

.38 

.33 

.30 

189,496 

176,497 

158,846 

150,469 

162,348 

139,427 

126,394 

85,204 

90,066 

79,007 

78,218 

69,874 

60,732 

60,880 

104,292 

86,431 

79,839 

72,251 

92,474 

78,695 

65,514 

191,802 

180,572 

168,673 

158,739 

132,842 

127,499 

116,354 

401,962 

378,282 

347,135 

331,085 

297,308 

268,050 

243,358 

29,111 

33,738 

26,356 

24,624 

18,797 

17,277 

22,962 

289,107 

265,400 

245,347 

228,079 

211,842 

194,450 

175,507 

16,398 

17,343 

15,523 

14,604 

13,858 

12,880 

12,257 

72,811 

72,748 

72,600 

72,570 

72,556 

72,545 

72,524 



For Management's Discussion and Analysis of the Summary of Operations see page 8 






MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE 
SUMMARY OF OPERATIONS 


1975 Compared to 1974 

Consolidated net sales increased 
$203,802,000 (20%) over 1974. This 
gain reflects a substantial improve¬ 
ment in volume of products sold as 
well as higher average selling prices. 

The cost of goods sold increased 
$98,522,000 (14%) in 1975. 
Increased unit volume had a bene¬ 
ficial effect on a number of costs, 
but this saving was more than offset 
by a higher average cost of raw 
materials, energy, freight and 
labor-related expenses. 

The sales and cost elements 
mentioned above are the principal 
factors resulting in a gain of 
$63,795,000 (46%) in income before 
tax. Income tax expense increased 
$32,800,000 (49%) which generally 
corresponds to the gains recorded in 
income before tax. 


Net income for 1975 increased by 
$30,995,000 (43%) and resulting 
earnings per share increased 42 
cents. An improvement in percent¬ 
age profit margin was recorded 
following two successive years 
of declines. 

1974 Compared to 1973 

Net sales increased by $181,410,000 
(22%) in 1974. This increase resulted 
primarily from higher selling prices 
reflecting substantially higher 
costs (particularly the cost of 
agricultural commodities used in 
the manufacture of the Company's 
products) which were generally 
passed through to customers. 

Net earnings increased by 
$6,984,000 (11%) in 1974. Decreases 
in percentage profit margins during 
1974 resulted principally from 
federal price controls which expired 


SCOPE OF THE BUSINESS 


Kellogg Company is engaged in the 
manufacture and marketing, in the 
United States and abroad, of a wide 
variety of ready-to-eat cereals and 
other food products including toaster 
pastries, frozen waffles, soups, des¬ 
sert mixes, tea, snack items and other 
convenience foods. The Company 
also engages in supporting activities 
such as grain milling and carton print¬ 
ing in a number of countries where 
principal manufacturing operations 
exist. 


Products of the Company are sold 
through its own sales force in major 
market areas of the world, and 
through broker and distributor ar¬ 
rangements in less developed market 
areas. 

Distribution normally flows through 
jobber, independent and chain-store 
warehouses for resale to consumers 
in retail stores, restaurants, and insti¬ 
tutional feeding establishments. 

The areas of the consumer food 
business in which the Company is en¬ 


April 30,1974, and generally per¬ 
mitted the Company to pass 
through only its increased costs. 

In addition, agricultural com¬ 
modity prices increased sharply 
throughout 1974 and the Company 
was generally unable to initiate 
timely price increases for its prod¬ 
ucts to reflect fully such 
commodity price increases. 

Increases in the cost of goods sold 
of $161,884,000 (30%) in 1974 were 
due principally to increased cost of 
agricultural commodities used in 
the manufacture of the Company's 
products as well as to significant 
increases in packaging costs, 
employee costs, energy charges, and 
other general increases in cost 
resulting from the inflationary 
economy during the period. 


gaged are characterized by intense 
competition. This competition arises 
from manufacturers who offer the 
same type of products as Kellogg's, as 
well as from substitute foods of a 
wide variety. 

Research and development activi¬ 
ties are conducted at the Battle Creek 
headquarters and at various local facil¬ 
ities for the development of new and 
improved products, processing meth¬ 
ods, and packaging. 


8 





KELLOGG COMPANY AND SUBSIDIARY COMPANIES 


Consolidated Statements of Earnings 

Years ended December 31, 1975 1974 


(InThousands) 

Net Sales . $1,213,620 $1,009,818 

Interest and Other Income, net. 2,758 10,829 

1,216,378 1,020,647 

Costs and Expenses: 

Cost of Goods Sold. 799,993 701,471 

Selling, General and Administrative Expenses. 207,996 175,789 

Interest Expense. 5,463 4,256 

1,013,452 881,516 

Earnings before Income Taxes 202,926 139,131 


Estimated Income Taxes: 

United States Federal- 

Current . 73,700 45,900 

Net deferred . 1,300 2,200 

Foreign- 

Current . 10,900 9,600 

Net deferred . 6,800 4,300 

State and Local- 

Current . 7,100 5,000 

Net deferred . 100 100 


99,900 67,100 

Net Earnings for the Year . $ 103,026 $ 72,031 

Earnings Per Common Share. $ 1-40 $ 98 

See accompanying notes to financial statements 
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KELLOGG COMPANY AND SUBSIDIARY COMPANIES 


Consolidated 'Balance Sheets 

At December 31, 1975 1974 


(In Thousands) 

CURRENT ASSETS: 

Cash, including certificates of deposit of 

$76,577,000 in 1975 and $15,323,000 in 1974 . $ 79,500 $ 17,761 

Marketable Securities and Other Investments at cost, 

which approximates market . 74,456 11,001 

Accounts Receivable, less allowances of 

$1,314,000 in 1975 and $633,000 in 1974 . 70,735 62,002 

Inventories: 

Raw Materials and Supplies . 70,480 84,151 

Finished Goods and Materials in Process. 54,978 51,796 

Prepaid Taxes and Other Expenses. 15,846 15,479 

Total Current Assets $365,995 $242,190 

PROPERTY, PLANT AND EQUIPMENT . 293,714 247,162 

OTHER ASSETS: 

Excess of Cost Over Net Assets of Companies Acquired. 19,021 19,021 

Sundry. 1,716 1,145 

Total Assets . $680,446 $509,518 
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At December 31, 


1975 


1974 


(In Thousands) 

CURRENT LIABILITIES: 

Accounts Payable. $ 56,356 $ 42,117 

Loans Payable, including Current Portion of Long-Term Loans. 14,436 26,595 

Accrued Salaries and Wages .. 6,271 5,166 

Estimated Income Taxes. 43,208 14,358 

Other Current Liabilities . 47,889 35,844 

Total Current Liabilities . $168,160 $124,080 

LONG-TERM LOANS . $ 83,292 $ 10,316 

DEFERRED INCOME TAXES . $ 25,766 $ 22,092 

SHAREHOLDERS' EQUITY: 

3Vi% Cumulative Preferred Stock, $100 Par Value — 

Authorized and issued 78,013 shares less 54,807 

shares in treasury (81,763 less 58,241 in 1974). $ 2,321 $ 2,352 

Common Stock, $.50 Par Value- 

Authorized 80,000,000 shares; issued 73,632,259 

shares in 1975 and 73,592,074 in 1974 . 36,816 36,796 

Capital in Excess of Par Value. 20,409 19,771 

Retained Earnings. 343,682 294,111 

Total Shareholders'Equity . $403,228 $353,030 

Total Liabilities and Shareholders'Equity . $680,446 $509,518 


See accompanying notes to financial statements 

























KELLOGG COMPANY AND SUBSIDIARY COMPANIES 


Consolidated Statements of Changes in Jinancial Position 

Years ended December 31, 1975 1974 


(In Thousands) 

FINANCIAL RESOURCES WERE PROVIDED BY: 

Net Earnings. $103,026 $ 72,031 

Depreciation . 19,710 17,314 

Non-Current Deferred Income Taxes . 3,674 3,813 

Working Capital Provided by Operations . $126,410 $ 93,158 

Net Proceeds from Issue of Notes. 74,298 

Increase in other Long-Term Loans . 3,222 

Issue of Common Stock. 534 4,840 

Sales of Properties and Other Net Changes. 2,433 3,577 

$203,675 $104,797 

FINANCIAL RESOURCES WERE USED FOR: 

Additions to Properties, net of trade-ins . $ 68,456 $ 58,528 

Cash Dividends. 53,455 43,494 

Reduction in other Long-Term Loans . 2,024 1,947 

Purchase of Preferred Stock for Treasury. 15_ 26 

$123,950 $103,995 

INCREASE IN WORKING CAPITAL $ 79,725 $ 802 


ANALYSIS OF CHANGES IN WORKING CAPITAL 
INCREASE (DECREASE) IN CURRENT ASSETS: 

Cash. $ 61,739 $(48,569) 

Marketable Securities and Other Investments . 63,455 6,500 

Accounts Receivable . 8,733 12,156 

Inventories. (10,489) 33,897 

Prepaid Taxes and Other Expenses . 367 655 

$123,805 $ 4,639 

(INCREASE) DECREASE IN CURRENT LIABILITIES: 

Accounts Payable. $ (14,239) $ (5,093) 

Loans Payable. 12,159 (3,336) 

Accrued Salaries and Wages. (1/105) (895) 

Estimated Income Taxes . (28,850) 7,746 

Other Current Liabilities. (12,045) (2,259) 

$ (44,080 ) $ (3,837) 

INCREASE IN WORKING CAPITAL $ 79,725 $ 802 


See accompanying notes to financial statements 
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KELLOGG COMPANY AND SUBSIDIARY COMPANIES 


Consolidated Statements of Shareholders’ Equity 



Preferred 

Stock 

Common 

Stock 

Capital in 
Excess of 

Par Value 

Retained 

Earnings 



(InThousands) 


Balance, January 1,1974 . 

$2,399 

$36,553 

$14,918 

$265,574 

Net earnings for the year 1974 . 




72,031 

Dividends declared: 





Preferred Stock — $3.50 a share . 




(83) 

Common Stock — $.59 a share . 




(43,411) 

Stock options exercised . 


243 

4,597 


Other . 

(47) 


256 


Balance, December 31,1974 . 

$2,352 

$36,796 

$19,771 

$294,111 

Net earnings for the year 1975 . 




103,026 

Dividends declared: 





Preferred Stock — $3.50 a share . 




(82) 

Common Stock — $.72V2 a share. 




(53,373) 

Stock options exercised . 


20 

514 


Other .. 

(31) 


124 


Balance, December 31,1975 . 

$2,321 

$36,816 

$20,409 

$343,682 


See accompanying notes to financial statements 


Report of Independent Accountants 


To the Shareholders and 
Board of Directors of 
Kellogg Company 



Waterhouse SfCa 


In our opinion, the accompanying 
consolidated balance sheets and the 
related consolidated statements of 
earnings, shareholders' equity and 
of changes in financial position 
present fairly the financial position 
of Kellogg Company and its 
subsidiaries at December 31,1975 
and 1974, the results of their 
operations and the changes in their 


financial position for the years then 
ended, in conformity with generally 
accepted accounting principles 
consistently applied. Our 
examinations of these statements 
were made in accordance with 
generally accepted auditing 
standards and accordingly included 
such tests of the accounting records 
and such other auditing procedures 


as we considered necessary in the 
circumstances. 


Battle Creek, Michigan 
February 10, 1976 



































KELLOGG COMPANY AND SUBSIDIARY COMPANIES 


Notes to financial Statements / 1975 and 1974- 


NOTE 1 — Summary of Accounting Policies: 

CONSOLIDATION 

The consolidated financial statements include the 
accounts of Kellogg Company and its wholly-owned 
subsidiaries. Significant intercompany transactions 
are eliminated in consolidation. 

INVENTORIES 

Inventories are valued at the lower of cost 
(principally average) or market. 

PROPERTY, PLANT AND EQUIPMENT 

Fixed assets are stated at cost. The cost of depreciable 
property, plant and equipment is depreciated over 
estimated useful lives using straight-line methods at 
rates averaging about 2.8% for buildings and 6.6% 
for machinery and equipment. Expenditures for 
maintenance and repairs are charged against income; 
renewals and betterments are capitalized. The cost 
and related accumulated depreciation of properties 
sold or otherwise retired are eliminated from the 
accounts and gains or losses on disposition are 
reflected in income. 

INTANGIBLE ASSETS 

The excess of cost over net assets of companies 
acquired, which arose prior to November 1 , 1970, is 
not expected to be amortized until such time as there 
may be evidence of a diminution in value. 

RESEARCH AND DEVELOPMENT 

Research and development expenditures are 
expensed in the year incurred. 

INCOME TAXES 

Income taxes have been provided for differences 
between depreciation, other expenses and income 
as recorded for financial statement and for tax 


reporting purposes. Investment tax credits, which 
amounted to $1,859,000 in 1975 and $630,000 
in 1974, have been used to reduce current income tax 
provisions. 

It has been the practice and is the intention of the 
Company to reinvest indefinitely such earnings of 
foreign subsidiaries as may be required in the growth 
of the businesses outside the United States. 
Accordingly, United States income taxes have not 
been provided on the unremitted current and prior 
years' earnings of these subsidiaries. The cumulative 
amount of undistributed earnings at December 31, 
1975 was approximately $100,000,000. 

EARNINGS PER COMMON SHARE 

Earnings per common share are computed by 
dividing net earnings by the monthly weighted 
average number of shares outstanding, after 
deducting preferred stock dividends. 

RETIREMENT PLANS 

The Company and its subsidiaries have established 
various profit-sharing and pension plans to provide 
retirement benefits for officers and employees. 
Expense to the Company and its subsidiaries under 
these plans was approximately $23,910,000 in 1975 
and $15,600,000 in 1974. Amounts in 1975 include 
$1,350,000 applicable to a pension plan adopted on 
November 1,1975 as a supplement to the profit- 
sharing plans for employees of the parent and 
Kellogg Sales Company. The Company's policy is 
to fund pension costs accrued. Unfunded prior 
service costs arising from the new pension plan are 
estimated to approximate $18,076,000 (including 
$15,692,000 of unfunded vested benefits) and are 
being provided for over a 30-year period. 

The impact of the Employee Retirement Income 
Security Act of 1974 on company retirement plans is 
not significant. 


NOTE 2 — Foreign Currency Translation: 

Translation of foreign currency transactions and 
financial statements is accounted for in accordance 
with FASB Statement of Financial Accounting 
Standards No. 8. The effect of adopting this state¬ 
ment on the Company's translation practices is not 
significant and prior periods are not restated. 

Gains and (losses) from translations amounting to 
($1,780,000) in 1975 and $1,530,000 in 1974 are 
included in income. 


NOTE 3 — Marketable Securities and 
Other Investments: 

The Company's policy is to invest funds not currently 
required for operations in cash equivalents and 
high-quality investment securities. Amounts for 
1975 include investment of the net proceeds of the 
Notes described in Note 6. Yields on these 
investments in 1975 ranged from 4.1% to 8.1%. 


1975 1974 


(in thousands) 


United States Government 


Securities 

$ 40,000 

Municipal Project Notes, 


guaranteed by the 


U.S. Government 

15,000 

Repurchase Agreements 

9,000 

Commercial Paper 

10,000 

Other 

456 


$ 74,456 


$ 11,001 


$ 11,001 


NOTE 4 — Property, Plant and Equipment: 


1975 1974 

(in thousands) 

Land $ 12,469 $ 11,997 

Buildings 118,759 105,584 

Machinery and Equipment 264,650 237,341 

Construction in Progress 60,468 41,571 

456,346 396,493 


Less-Accumulated 
depreciation: 

Buildings 34,195 31,385 

Machinery and 

Equipment 128,437 117,946 

162,632 149,331 

$293,714 $247,162 


Depreciation expense in 1975 amounted to $3,157,000 
for buildings and $16,553,000 for machinery and 
equipment. Corresponding amounts in 1974 were 
$2,689,000 and $14,625,000, respectively. 

NOTE 5 — Short-Term Debt: 

The Company's short-term financing consists of 
bank loans, principally foreign. Information 


regarding such loans follows: 

1975 

1974 


(in thousands) 

Amount payable, at 

December 31 $ 

13,085 

$ 26,194 

Weighted average 
interest rate 

10% 

12% 

Maximum amount 

outstanding during year $ 

36,543 

$ 43,912 

Average amount 

outstanding during year $ 

24,812 

$ 27,591 

Weighted average 
interest rate 

10% 

12% 



















Notes to Tinancial l Statements (continued) 


NOTE 6 — Long-Term Debt: 

Long-term debt consists of the following at 
December 31: 


1975 1974 

(in thousands) 


8 5 /»% Notes, due 1985 (a) 

$ 75,000 


Foreign Borrowings (b) 

9,643 

$ 10,717 


84,643 

10,717 

Less—Current Portion 

1,351 

401 


$ 83,292 

$ 10,316 


(a) On October 1,1975 the Company issued 
$75,000,000 principal amount of 8 5 /s% Notes, the net 
proceeds of which are expected to be used principally 
for plant expansion and related working capital 
requirements. The Notes may be redeemed after 
October 1 , 1982 at their principal amount plus 
accrued interest. The Indenture includes limitations 
on the incurring of debt by the Company secured by 
mortgages on principal properties within the United 
States. Interest is payable on April 1 and October 1. 

(b) Foreign borrowings are payable in installments 
from 1976 through 1982 at interest rates ranging 
from 5% to 13%. Approximately $3,500,000 at 
December 31, 1975 are secured by property, plant 
and equipment of certain foreign subsidiaries. 
Approximate annual loan maturities for the next 
five years are: 1976 $1,351,000, 1977 $2,979,000, 
1978 $3,540,000,1979 $1,212,000, and 1980 
$556,000. 


NOTE 7 — Preferred Stock: 

The Company may redeem its outstanding preferred 
shares at a price of $101.50 ($100 after 1985). Each 
year the Company must offer to purchase 3,750 
shares of preferred stock at a maximum price of $100, 
or apply previously acquired shares against this 
requirement (54,807 shares in treasury at December 
31, 1975). 


NOTE 8 — Stock Options: 

Options, under the Company's qualified stock 
option plans, have been granted to key employees to 
purchase common shares of the Company at fair 
market value at dates of grant. The options, 
exercisable over four years beginning one year from 
date of grant, are as follows: 


Under option at January 1,1974 

Shares 

831,101 

Granted (at $16.00 a share) 

59,650 

Exercised (at $9.95 average a share) 

486,443 

Cancelled 

42,630 

Under option at December 31,1974 
(from $10.66 to $16.00 a share) 

361,678 

Granted (at $19.25 a share) 

251,150 

Exercised (at $13.28 average a share) 

40,185 

Cancelled 

10,280 

Under option at December 31,1975 
(from $13.69 to $19.25 a share) 

562,363 


Options exercisable at December 31,1975 221,359 
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NOTE 9 — Operations Outside North America: 

The consolidated financial statements include the 
following amounts applicable to operations outside 
North America: 


Assets 
Liabilities 
Net Sales 
Net Earnings 


1975 1974 

(in thousands) 

$159,786 $132,082 

66,085 61,073 

287,327 251,737 

10,403 6,522 


NOTE 11 — Subsequent Event: 

On February 5,1976 the Company announced an 
agreement in principle for the merger of the Company 
with Mrs. Smith's Pie Company, Pottstown, Pennsyl¬ 
vania. The merger is subject to approval by the 
shareholders of Mrs. Smith's, the boards of directors 
of both companies and the resolution of other contin¬ 
gencies. Under the proposal Kellogg's is to exchange 
0.9 of a common share for each of the 2,730,000 shares 
of Mrs. Smith's common stock outstanding (2,457,000 
shares of Kellogg's). If consummated, Kellogg expects 
to account for the merger as a pooling of interests. 


NOTE 10 — Legal Matters: 

The Company is involved in various litigation 
incidental to the conduct of its business. Management 
does not consider that any such litigation, either 
individually or in the aggregate, can have, except 
as stated below, a material adverse effect on the 
Company. 

In 1972 the Federal Trade Commission commenced 
a proceeding against Kellogg Company and three 
other cereal manufacturers charging that these 
companies have maintained a "highly concentrated, 
non-competitive market structure in the production 
and sale of (ready-to-eat) cereal" in violation of the 
Federal Trade Commission Act. The complaint seeks 
such relief as is supported by an adjudicative record, 
including but not limited to divestiture of assets, 
licensing of trademarks, prohibition of future 
acquistion of competitors, prohibition of any 
practices found to be anti-competitive, and periodic 
review of the provisions of any order that may be 
entered. It is the position of Kellogg Company that 
it has not violated the Act and the Company, there¬ 
fore, is contesting the charges vigorously. It is 
expected that the matter will take several years 
and will involve costly litigation. 
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KELLOGG SALES COMPANY 
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